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Where Do We Stand? 


From time to time comes stories of the heroism of the British people 
generally and of individual cases in particular and of the frightful punish- 
ment these people have been subjected to and we hear them so often that 
one is afraid we have come to accept them as nothing out of the ordinary. 

The majority of our people do genuinely feel that, as a member of the 
British Commonwealth of Nations, we in Canada have something to be 
thankful for, but do we really realize the full import of the situation? Are 
we fully conscious of what this war means and of our real part in it. In 
short, where do we stand? 

Recently we had an opportunity to talk to a Canadian recently returned 
from London. As a matter of fact his home for a number of years has been 
just outside London and, as he put it, he had a ringside view of the pro- 
ceedings which commenced late last summer. He has nothing but the very 
highest praise for the rank and file of the British people, for their courage 
under fire of the worst description and for their courage in another sense, 
their courage in the face of rationing and high taxes, of blackouts and un- 
certainties and of their one desire to do everything they can to further the 
war effort in any way possible. 

But, he said, “Since my return to this country, I have been utterly 
amazed at the apathy of some Canadians.” 

There is no doubt whatever that many Canadians look upon this war 
somewhat in the abstract, as something to read about and perhaps to marvel 
at but as something which, after all is not really their concern. 

We have even heard it said that this is Canada and Canada is a nation, 
why should we denude ourselves of everything to send to Britain. 

True, such remarks are not too common but they are more general than 
many people realize and the slackness in the sale of War Savings Certificates 
and in War Bonds at times is really proof that this feeling is much more 
widespread than is generally supposed. 

If Canada is a nation it is up to every Canadian to realize this fact and 
to act accordingly and it must be remembered that Canada is part of the 
British Commonwealth of Nations and as such bears a very responsible place 
in that Commonwealth. 

On paper Canada is putting forth a tremendous war effort but how 
deep is this effort in the hearts of each one of us? 

Perhaps the passage of the Lease-Lend Bill in the United States, some- 
thing for which all of us should be extremely grateful, will change the 
opinions of many of our citizens, perhaps it will have the opposite effect. 

In the meantime we ask once again, WHERE DO WE STAND? 
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Across the Secretary's Desk 


Recently I have had two visitors to this office—not that they have been 
the only visitors—but these two stand out. First was Charles D. Hewson, 
or Flying Officer Hewson of the Royal Canadian Air Force. If you don’t 
know it, Charles is a student member of the Niagara Chapter and formerly 
of the Hamilton Chapter and he dropped in to see me just before returning 
to duty from his last leave. He looks well and the life appears to agree with 
him and I am sure all members will join with me in wishing him good luck 
and a safe return. The second was R. A. Burdett, a non-resident member 
of long standing and formerly a resident member of the Toronto Chapter. 
For the past twelve years Mr. Burdett has been in England as Canadian Cus- 
toms representative and only last week returned here. We had a fine chat 
about things in general and needless to say I was very pleased to see him. 
I think it speaks volumes for our Society when, after an absence of twelve 
years, a member turns up at headquarters the first week he is back here, just 
to talk over matters. Mr. Burdett is temporarily stationed at Ottawa. The 
chief news this month of course is the success of the Society in having its 
Private Bills in the Ontario and Quebec Legislatures piloted past the Com- 
mittee stage. In the case of Ontario, the Bill has received its second 
reading and will become law very soon. The Quebec Bill will doubtless 
become law in the very immediate future. It has been a long and arduous 
struggle, particularly in Ontario to secure passage of.this Bill—you will 
remember that a similar Bill was turned down by the Legislature last year— 
and the success is due, not only to the merits of the Bill, but to the untiring 
work of several members. In this connection we would mention the ex- 
tremely valuable work done by Jim Rooney, a Toronto member, who worked 
unceasingly for our cause. Harold Wright, George Appleton, Hal Hether- 
ington, Len Brooks, Harvey Spry and this writer of the Ontario Council 
were present when the Ontario Bill passed the Private Bill’s Committee and in 
this connection we cannot forget the extremely valuable assistance rendered 
by Mr. G. Jephcott, President of the Institute of Chartered Accountants of 
Ontario, who appeared before the Bill's Committee on behalf of our Bill. 
He did a very fine job. So did Adam Zimmerman our Solicitor, Mr. R. G. 
H. Smails, C.A. of Queens University who wired the chairman urging that 
the Bill be passed. A letter, expressing hope that the Bill would be passed 
was also received from the General Accountants Association, for which ges- 
ture we are very grateful. Needless to say, to me it was a real triumph. 
When one has stuck with an idea over a period of years and has finally seen 
it through to completion, it is a source of great satisfaction. From now on 


our Society should grow by leaps and bounds. 


R. DB. 
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Literature Received 


Economy Through the Use of Office Standards. 
N.A.C.A., February 15. 
Measuring Accounting Results. 
N.A.C.A., February 15 
deal with the measurement of Office and 


Two articles which 
ures, something which has been sadly neglected in 


Accounting proced 
he past. 


Expense Control at Varying Volumes. 


N.A.C.A., March 1. 
A most enlightening article on a very interesting subject. 


Cost Recording in the Purchasing Department. 


C.A. in Australia. January. 
A short but stresses the need for co- 
ition between Purchasing and Cost records. 


illuminating article which 


Personal Notes 
rratulations to John T. N. Wigle, C.A., Vice-Chairman 


He: est congratula 
nd fi € r Chapter, on his appointment to the 
Inc Tax Revenue Department at London, Ont. 

rk for the Windsor Chapter and his 


ped however, that he will take a real 





Student Section News 


tudent Sections continue to function most successfully and 
the attendances are increasing with each meeting. 
Mr. A. J. Blanchard addressed the Toronto 





On Wednesday, March 5 





Secti nd a fine meeting resulted. 
Hamilton members continue to study the set-up of a Modern Industrial 


Plant under the very able guidance of Mr. K. M. Horton. 
Niagara and Kitchener Chapters are continuing very nicely with good 
to these 


d the Dominion Secretary is giving a series of lectures 


itte € 
sections on various phases of Cost Accounting 

In Windsor the boys are enjoying a really good season and to date have 
held t 1eetings addressed by various members of the senior chapter, as 


follows 
E. R. Hutchinson, “Factory Costs.” 
R. G. Millin, “Purchasing Forms and Procedures.” 
Cost Set-Up of a Twist Drill Company.” 


R. S. Baird, f 


x, C.A., “Standard Costs as Applied to Whiskey Mfg.” 
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NEW MEMBERS 


New Members 


Toronto Chapter. 
E. B. Smith, Clarke, Houston & Company. 
T. W. Surman, Colgate-Palmolive-Peet Co. Ltd. 
Miss M. V. Corner. Southam Press Ltd., Toronto. 
F. Tucker, F. Tucker & Company, Toronto. 
H. E. Clayton, Dept. of Munitions & Supply. 
Hamilton Chapter. 
M. J. Ireson, B. Greening Wire Co. Ltd. 


London Chapter. 
L. W. Bennett, Federal Steel & Foundries Ltd., London. 
H. E. Hyatt, London Structural Steel Co. Ltd., London. 


Ottawa Chapter. 
C. L. McLaughlin, Phillips Electrical Works Ltd., Brockville. 
G. H. Johnson, Denison & Armstrong, Ottawa. 
D. O. McLennan, The E. B. Eddy Co. Ltd., Hull, Que. 
A. G. Hyndman, The E. B. Eddy Co. Ltd., Hull, Que. 





Canadian Industry Continues to Expand 


From La Salle Extension University Business Bulletin 


Industry and trade throughout Canada are steadily increasing under the 
stimulus of large war orders and greater consumer buying power. The 
current improvement over even the high rate of last year at this time is 
estimated at from 15 to 20 per cent. 

Employment is at the highest point in history, and shortages are reported 
in skilled labor as well as in managerial and supervisory personnel. The 
demand for still greater production is making these problems especially 
acute in several industries. 

Mining activity has also been maintained at a high level, and the value 
of total mineral production has reached a new peak. The gains have been 
especially large in gold mining and in the production of copper. 

The increase in construction activity has been even greater than in 
manufacturing and mining. The most recent reports show gains of more 
than 75 per cent. over last year at this time. 

Commodity prices and the cost of living have been slowly rising, but 
the gains have not yet been excessive. Wholesale prices are at 85 per cent 
of the 1926 level. They have risen about 3 per cent during the past year 
and will probably continue to rise as long as demand remains large. 

The outlook is for further expansion in industry and a continued up- 
ward trend in trade activity. 
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Chapter Meetings 


Montreal Chapter. 


March 21st—Students’ Night: (Under the direction of Mr. Donald R. 
Patton, C.A., Chairman of the Education Committee.) 


April 4th—Lecture Meeting: Speaker, Dr. J. S. Hodgson, Executive As- 





sistant of the Unemployment Insurance Commission. Subject, ““Unem- 
) ent Insurance in Canada. 


April 18th—Lecture Meeting: Speaker, Mr. C. W. Baines, Methods 

ts, Northern Electric 
Distribution in Wartim 
May 9th—Closing Dinner: (Speaker and Sul e 





Co. Limited. Subject, ‘Payroll Compilation 





: 
» be announced later.) 


c 


Kitchener Chapter. 
March 20th—Speaker, J. C. White, Inc 


Excess Profit 


e Tax Dept. Subject, “The 
s Tax Act Granite Club, Kitchener, 8 p.m., E.S.T. 
Niagara Chapter. 


Tuesday, March 25th—Discussion Meetin 


g. “Unemployment Insurance 
Act Regulations Leonard Hotel, St. Catharines. Dinner 6.30 p.m. 


Windsor Chapter. 


March 27th—Norton Palmer Hotel, Windsor. Joint meeting with 
Detroit Chapter, N.A.C.A. Speaker, Mr. R. Peden, Detroit. 

Ottawa Chapter. 
March 28th—Laurentian Club. Dinner at 6.30 p.m. Speaker, D. R. 


Patton, C.A., Dominion President. Subject, “Variable Budgets.” 


Chapter Notes 


Toronto Chapter. 


I February meeting of the 
Canadian Military Institute, was again a very important meeting and about 
10 bers and guests were priveleged to hear Mr. H. H. Wolfenden 
peak on the Unemployment Insurance Act. Mr. Wolfenden, who is an 


actuary, was employed by the government in the capacity of a consultant 


Toronto Chapter held on the 26th at the 


I 


when the act was first introduced in 1935 [ 


al 


id is therefore well qualified to 
explain, as he did, the differences between the measure as then proposed and 
is in the process of enactment at this time. The members were 
particularly interested in the speaker's explanations of the causes and reasons 
for the inclusion of several sections of the Act and particularly those in 


which we are especially interested, such as the basis of payroll deductions 


and employer contributions. 
The question period, after the speaker had completed his talk, was taken 

full advantage of by the members and it was necessary for the chairman of 

e meeting to call a halt at around 10.00 o'clock. 

Mr. Ausman then moved a very hearty vote of thanks to Mr. Wolfenden 

a committe was appointed to study the Unemployment Insurance Act, 

with a view to placing before the government any 


and 


constructive suggestions 


which may arise out of their studies on this subject. 
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CHAPTER NOTES 


The annual meeting, the date of which is to be anriounced, will be held 
at the latter part of March and the chapter is planning to hold its annual 
party early in April. 

Montreal Chapter. 

On March 7th, the Montreal Chapter enjoyed a very fine address when 
Dr. Janes spoke on “Chemistry's New Building Blocks’. A condensed ac- 
count of this address will be published in ‘Cost and Management”’ at a later 
date. Dr. Robert Stephen Janes is a B.A.Sc. of University of B.C., and 
M.Sc. and Ph.D. of McGill University, and is currently connected with the 
Research Development Department of the Shawinigan Chemical Company 
Limited. 


Hamilton Chapter. 

The late February meeting of the Hamilton Chapter took the form of 
a discussion meeting on the Unemployment Insurance Act regulations, the 
second of its kind and was again a success. Mr. Frank Landeg, of the Steel 
Company of Canada, who has been of invaluable assistance in this connec- 
tion, again led the discussion which lasted until a late hour. About forty- 
five attended the dinner and about sixty-five were present for the meeting. 

On March 12th, C. B. Taylor of Toronto addressed the members on the 
subject of “A New Tool for Management”. About thirty-eight were present 
for dinner and over fifty for the meeting and the whole affair was very 
enjoyable. “Cece’’ illustrated the talk with lantern slides and the discussion 
period was again a real good one. 


Niagara Chapter. 

On the occasion of the February meeting, the Niagara Chapter had the 
pleasure of hearing Mr. Roy Waltemade of the Rudolph Wurlitzer Manu- 
facturing Company of North Tonawanda, N.Y. The topic chosen was 
“Waste Control” and the discussion period was very lively. The attend- 
ance at dinner was somewhat below par, but following the dinner about 
forty were present. Altogether it was a most enjoyable evening. 


Kitchener Chapter. 

The Kitchener Chapter upheld its reputation for discussions at its Feb- 
ruary meeting, when a discussion meeting was held on the subject of ‘The 
Unemployment Insurance Act.” Aleck Howey and Frank Landeg of Ham- 
ilton led the discussion and then the fireworks commenced. It was about 
11.15 standard time when the meeting finally closed and the Hamilton boys 
had to wend their way homeward after that. 


London Chapter. 

About twenty-two members of the London Chapter attended the dinner 
in connection with the February meeting and several others attended the 
meeting which followed. Mr. R. Dawson, Dominion Secretary, led a discus- 
sion on the Unemployment Insurance Act and there followed a lively and 
most enlightening discussion. It was a very fine meeting. 

Windsor Chapter. 

The February meeting of the Windsor Chapter was not as well at- 
tended as usual. There were only about twenty for the dinner, but a num- 
ber of members came along for the meeting, and this boosted the attendance 
very materially. The speaker was Mr. A. D. Harris of the Ford Motor 
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Company of Canada, Limited, who gave a most interesting talk on Army 


War Transport, and showed the many new developments in this connec- 


tion since the last world war. 


Ottawa Chapter. 

Ever since the inception of the Ottawa Chapter the attendance has 
g with each meeting, and the February meeting was no exception. 
Thirty-two came along for dinner 
meeting which followed. Dominion Secretary R. Dawson led the discussion 
on the Regulations of the Unemployment Insurance Act as they Affect Pay- 
rolls, and the discussion period which followed was both long and lively. 
was close to eleven o'clock when the boys finally dispersed, and it 
meeting yet enjoyed by this new chapter. Milton 


rrown 
and there were well over forty for the 


Indeed 
1 


was easily the best 


Kranch again occupied the chair. 





The Excise Profits Tax Act 


Excess Profits Tax Explained to Members of the Windsor Chapter 
By MR. E. T. GREGORY, 
Assessor of Income Tax, January 30th, 1941 


Fundamental questions which arise in connection with any taxing statute 
are: to whom does the statute apply and what taxation principle is involved. 
In the case of the Excess Profits Tax Act these questions are answered 
by Section No. 3 which reads: ‘In addition to any other tax or duty payable 
under any other Act, there shall be assessed, levied and paid upon the annual 
profits or upon the annual excess profits, as the case may be, of every person 
residing or ordinarily resident in Canada, or who is carrying on business in 
Canada, a tax as provided for in the First Part of the Second Schedule to 
this Act, or a tax as provided for in the Second Part of the said Schedule, 
whichever tax is the greater’. 

Second Schedule—First Part—Twelve per centum of the profits of tax- 
payers before deductions therefrom of any tax paid thereon under the Income 
War Tax Act. 

Second Part—Seventy-five per centum of the excess profits. 

It is noted in this section that the tax is levied on the profits of every 
person, etc. 

Person according to Section 2, sub-section 1, paragraph (e), includes 
any body corporate and politic and partnership, association or other body, 
and the heirs, executors, administrators and curators or other legal represen- 
tatives of such person, according to the law of that part of Canada to which 
the context extends. 

This interpretation of person is exactly the same as that contained in 
Section 2, paragraph (h) of the Income War Tax Act with the very im- 
portant addition that a partnership is also considered to be a person and 
consequently subject to the provisions of the Excess Profits Tax Act. 
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Although the interpretation of person is with the previously mentioned 
exception identical in both the acts, in one case a tax is levied on income 
and in the other on profits and as some persons will be taxed under both 
acts it is necessary to distinguish between Income and Profits for the pur- 
poses of the two acts. 

In a general way it may be said that persons who receive value in 
exchange for personal services in the form of labor, skill, learning and talent, 
receive income but not profits and are consequently only subject to the pro- 
visions of the Income War Tax Act whereas persons who are engaged in 
the production of and/or marketing of goods or services with the expecta- 
tion of receiving a surplus from the sale of such goods or services over the 
cost of them plus the expenses of distributing them and providing for the 
replacement of the capital exhausted by the operations are, if successful, in 
receipt of both Income and Profits and subject to the provisions of both 
the acts. 

For the purpose of providing an interpretation of Profits the Act 
divides persons into two classes by paragraphs (f) and (g) of sub-section 
one of Section 2. These read as follows: 

(f) ‘Profits’ in the case of a corporation or joint stock company for 
any taxation period means the amount of net taxable income of the said 
corporation or joint stock company as determined under the provisions of 
the Income War Tax Act in respect of the same taxation period. 

(g) ‘Profits’ in the case of a taxpayer other than a corporation or 
joint stock company, for any taxation period, means the income of the said 
taxpayer derived from carrying on one or more businesses as defined under 
section three of the Income War Tax Act and before any other deductions 
are made therefrom under any other provisions of the said Income War Tax 
Act. 

The reason for this distinction is a difference of treatment in the matter 
of deductions to be allowed as will be seen later. 

There is no interpretation of taxpayer in the Excess Profits Tax Act 
but in the Income War Tax Act paragraph (k) of Section 2 taxpayer in- 
cludes any person whether or not liable to pay tax. 

As it has now been determined that there are two classes of persons 
and as profits have been interpreted it is desirable to consider each class 
separately, the first to be co considered will be a corporation or joint stock 
company. 

It was noted by Section 3 and the Second Schedule that the tax to be 
levied was the greater of 12% of the profits or 75% of the excess profits. 

Profits in the case of a corporation has already been interpreted as the 
net taxable income determined for income tax purposes, This is the figure 
which appears on the T.2, return as Income subject to tax, and it is on this 
figure that the first alternative tax is computed at the rate of 12% as re- 
quired by the first part of the Second Schedule. To ascertain if the tax pro- 
vided for by the second part of the Second Schedule is the one to be paid 
it is mecessary to determine firstly if the corporation received excess profits. 

Excess profits is the amount by which the profits of the taxation period 
after all deductions exceed the standard profits. 
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Standard profits interpretation, Section 2, sub. 1 paragraph 1, means the 
average yearly profits derived by a taxpayer in the standard period from 
carrying on the same general class of business as the business producing the 
profits in the year of taxation, or the standard profits as determined in 
accordance with section five of this act. Provided, however, that losses 
incurred by the taxpayer during the standard period shall not be deducted 
from the profits in the standard period but the years of fiscal periods when 
such losses were incurred shall nevertheless be counted in determining the 


average yearly profits during the said standard period. 


Standard Period is interpreted by the preceding paragraph in the Act 
as meaning the period comprising the calendar years one thousand nine 
hundred and thirty-six to one thousand nine hundred and thirty-nine, both 
inclusive, or the fiscal periods of the taxpayer ending in such calendar years 
or those of such years or fiscal periods since January first, one thousand nine 


hundred and thirty-six, during which the taxpayer was carrying on business. 


Assuming that the corporation has been normally operating and profit- 
ably on a calendar year basis through the years 1936-40 inclusive without 
any changes in contributed capital, the total profits for the four-year period 
1936-39 inclusive would be divided by 4 and the result, which would be 
the standard profit, would be deducted from the 1940 profits if these are 
larger than the standard profits. From the remainder further deductions are 


allowed. 


It is provided by paragraph (b) Sub. 1, Section 6, that a corporation 
taxable on the 75% basis may make such reasonable provision as a reserve 
against future depreciation in inventory values as the Minister in his dis- 
cretion may allow, having regard to a basis quantity of stock in trade neces- 
sary for the business as indicated by the quantity on hand at the end of the 
fiscal period ending in 1939. Provided that no such deduction shall be 
allowed which provides against a decline in inventory values below the 
inventory prices of goods on hand at the end of the fiscal period of the 
taxpayer ending in 1939. And provided further that any reduction in such 
reserve shall be added to the profits of the year of reduction for purposes 


of taxation under this act. 
This reserve is not allowable for income tax purposes. 


A further deduction is allowed as provided by paragraph (a) of sub- 
section 1, of Section 6 which reads as follows: 


Such proportion of the income tax payable under the Income War Tax 
Act (or payable under the said act prior to the application of sections seven, 
eight, eighty-nine or ninety thereof) for the same taxation period as the 
excess profits taxable under the said Second part of the Second Schedule to 
this Act bears to the total profits of the taxpayer. 

This paragraph means that after deducting the standard profits from 
the profits of the taxation period, income tax at the current rate may be 
deducted from the remainder and the resultant amount is excess profit sub- 
ject to tax at 75%. 

Assuming that the income for the year was $100,000.00 and the standard 
profit $70,000.00 the tax under the first part of the Second Schedule would 
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be $12,000.000 and under the Second part of the Schedule $18,450.00, com- 


puted as follows: 


Income for period ..... bus tue euavatacet tees oa taeetren tee $100,000.00 
Sta aie POMS occ, otactsscccers street aneaatee ee 70,000.00 
Excess Income 30,000.00 


5,400.00 
Excess profits 24,600.00 
Tax payable at 18,450.00 
There are several variations from the simple case just given as an 


Income Tax 





example for the purpose of outlining the general principles of this act as 
applied to corporations. 

To enable consideration to be given to such cases the Act provides that 
the Minister may in his discretion make certain adjustments to the standard 
profits of taxpayers. These adjustments are outlined in Section 4 and the 
first one in paragraph (a) of sub-section (1) reads as follows: 

Adjust the standard profits to the basis of a fiscal period or fraction 
thereof, comparable in length with the fiscal period or fraction thereof, of 
the year of taxation. ‘This means that where the taxation period is 12 
months and the total months in the standard period are less or more than 
48 the total profits of this standard period would be divided by the number 
of months and the result multiplied by 12 which would give a standard 
profit for a period comparable in length with the taxation period. Again 
if the taxation period were less than one year the standard profits would 
be reduced to the same proportion of one year. 

Paragraph (b) of the Section reads: 

“Adjust the standard profits by reference to any increase or decrease in 
capital contributed or withdrawn to such a basis that the capital employed 
during the standard period is comparable with the capital employed during 
the taxation period.” 

For the purpose of this paragraph capital contributed means capital as 
defined by the first Schedule to the Act received from the Shareholders in 
exchange for shares of Capital Stock since the beginning of the 1939 period 
and would include a stock dividend paid from Surplus earned since the 
beginning of the 1939 period. Withdrawals of Capital means any reduction 
of Capital represented by reduction of share capital. If there have been no 
contributions or withdrawals of capital since the commencement of the 1939 
fiscal period the paragraph does not apply. However, if there have been 
withdrawals or contributions since the commencement of the 1939 fiscal 
period, an adjustment will be made according to the following formula: 

A 
— x C=adjusted standard profits. 
B 

A=Capital employed in the taxation period less the undistributed por- 
tion of earnings accumulated since the commencement of the 1939 fiscal 
period. Capital employed in the taxation period is the capital at the be- 
ginning of the taxation period as determined by the first Schedule, adjusted 
by the contribution pro rated for the period of the year that it was con- 
tributed less half of any cash or in kind dividends if they are paid out of 
the Surplus accumulated prior to the commencement of the 1939 fiscal 
period. ; 
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B=Average capital employed in the standard period. This means the 
total of the capital employed as determined by the first Schedule at the 
begining of each of the standard years, divided by 4. 

C=Standard Profits. 

As an example the average capital employed in the standard period is, 
say $100,000.00, and the standard profits are $10,000.00, while the capital 
employed in the taxation period is $120,000.00, made up as follows: Capital 
at the beginning of the taxation period which includes $50,000.00 earned 
since the commencement of the 1939 period of which $20,000.00 is capital- 
ized in the taxation period. 

$120,000.00 
x $10,000.00—S$12,000.00 
$100,000.00 


(c) reads: ‘Adjust the standard profits of taxpayers engaged 





of gold mining or oil welis having regard to any substantial 














increase or decrease in volume of production in the years of taxation as 
compared with the average volume of production during the standard 
peri 

An example would be if the production of the taxation period was 
Jouble that of the average for the standard period then the standard profits 
would be doubled for taxation purposes 

aragraph (d) of the section reads: “Adjust the standard profits by 
reference to any increase or decrease in depreciation allowances or other 
charges to such a basis that the said charges during the standard period are 
comparable with similar charges during the taxation period.’ 

It not intended that this section will be used for the purpose of 
equalization due to such reasons as items being fully depreciated before the 
taxation period, or because of the application of the 50% or 80% ruling. 
Where the section could be applied is where the taxpayer has voluntarily 
charged a low rate of depreciation in the standard period and wishes to 
charge a higher rate in the taxation period on the same assets. In such a 
cas S d profits will be adjusted to make the depreciation for the 
st 1 period comparable with the charge for the taxation period. 

\ turther type of the exercise of the powers conferred on the Minister 


is provided for in Sub-section 2 of Section 4. This section which is self 


explanatory reads: “On the application of a taxpayer who acquired his 
business as a going concern after January first one thousand nine hundred 
ind thirty-eight, if the Minister is satisfied that the business carried on by 
the taxpaver is not substantially different from the business of his or its 
predecessor he may direct that the standard profits of the said predecessor 


may be taken into account in ascertaining the standard profits of the said 
taxpaver The important features are that the acquisition of the going 
concern occurred after January 1, 1938, and that application must be made 


by the taxpayer whereas in the other cases just considered involving the 





exercise of the Minister's discretion, application by the taxpayer is not 
required 

There are other types of prospective adjustment to consider. There 
are companies who made profits in the taxation period but little or no 
profit in the standard period. Such taxpayers are divided into two general 
classes, the depressed class, and another class, with either or no existence 
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in the standard period or a history of limited profits by reason of non- 
existence prior to January 1, 1938. 

A board of referees has been appointed by the Minister to determine 
the standard profits of such taxpayers but the findings of the board are not 
operative until approved by the Minister. 

The procedure to be followed is the filing of a formal application on 
Form S.P. (1) for a reference to the Board of Referees to determine the 
standard profits. 

The basis of determining the standard profits of depressed taxpayers 
will be equal to interest of not less than 5 and not more than 10% of the 
Capital computed by the Board in its sole discretion using the first Schedule 
which means at the beginning of each period, and for taxation period such 
commencing capital would be adjusted by the admissible contribution and 
withdrawals in the same manner as was described in dealing with the 
matter of adjusting standard profits, on account of capital contributed or 
withdrawn. With this capital employed determined in both the taxation 
period and the standard period, the average capital and the standard profit 
can be obtained and the average rate of return determined, the final decision 
is with the Board as to whether the business is depressed. 

In the case of those taxpayers with little or no history, the standard 
profit will be determined by the Board to be an amount which represents a 
return on capital equal to the average rate of return during the standard 
period of taxpayers in similar circumstances engaged in a similar business. 

The case which we considered prior to discussing the various exceptions 
to the general rule was that of a corporation profitable in all periods. We 
will now consider the case of a proprietorship. 

Profits in the case of such a person are interpreted by paragraph (g) 
of Sub-section (1) of Section 2 as follows: “In the case of a taxpayer other 
than a corporation or joint stock company, for any taxation period, means 
the income of the said taxpayer derived from carrying on one or more 
businesses as defined by section three of the Income War Tax Act and be- 
fore any other deductions are made therefrom, under any other provisions 
of the said Income War Tax Act.” 

Income as defined by Section 3 of the Income War Tax Act is a lengthy 
matter but for our purpose the following meanings can be used, “Annual 
profit or gain, profits from a trade or commercial or financial or other 
business”. 

From these profits the taxpayer is allowed to deduct under the pro- 
visions of Section 6, depletion, interest, charitable donations and patriotic 
contributions. 

A provision may also be allowed for a Reserve for Inventory values 
shrinkage as was explained previously in the discussion of corporations. 

An allowance in lieu of salary may be made in the Minister's discretion 
to proprietors working full time in the actual management of the business 
with a maximum of $5,000.00. A similar deduction must be made from 
the standard profits. 

One salary only is allowed for all the proprietor’s businesses. 

The act also provides in Section 8 that certain items will not be 
allowed as deductions, these are excess profits taxes paid, any expense which 
the Minister in his discretion may consider unreasonable and not normal, 
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and expenses which are not deductible for income tax purposes. Principal 
among these is depreciation, the amount of which to be allowed is in the 
discretion of the Minister. 

After these adjustments the procedure is the same as with corporations 
for the computation of the alternative taxes except, of course, that no 
income tax is deductible from the excess income before arriving at the 
excess profits subject to tax. 

The various adjustments such as adjusting fiscal periods which were 
considered in the case of corporations are equally applicable to proprietors. 

Contributions or withdrawals of capital will mean actual bona fide 
contributions of capital and withdrawals. 

The method of determining the Excess Profits Tax applicable to Partner- 
ships is practically the same as individuals. A salary allowance will be 
made in respect of each partner. 

Reference has been made from time to time to the First Schedule. This 
Schedule is the statutory interpretation of capital employed. In a general 
way it may be said to be the net worth of the business at cost or genuine 
values at the beginning of each fiscal period. Appreciation of values by 
appraisal, etc., will be eliminated. For the taxation period bona fide addi- 
tions and deductions of capital will be pro rated for the time employed or 
withdrawn during the taxation period. Current profits and losses are not 
to be apportioned. Dividends paid from the Surplus as at the beginning of 
the 1939 period will be a deduction to the extent of one-half the dividend 
but dividends paid from earnings accumulated since the commencement of 


the 1939 period will not constitute a withdrawal of capital. 


Cost Problems Relating to Power 


By C. A. ROBB 
Presented at a Meeting of the Ottawa Chapter, The Canadian Society of 
Cost Accountants and Industrial Engineers, Ottawa, Canada, 
31st January, 1941 
Preamble. 


Of all the raw materials that enter into industrial production, none 
perhaps, is more universal or important than electric power. Not only is 


it important in its continuity and efficiency, but also in its manners and 
methods of application. 

Industries’ consultant, the power salesman, will be one of the more 
important members in the team that implements the national exertions. 
His customers—the thousands of factories which will make some part of 
the industrial effort—can, and will use his help in getting adequate power 
supply and in making new uses of electricity to improve and speed up pro- 
duction. There has now been added the responsibility of balancing indus- 
trial production in such a way as to utilize available labour and power 
capacity 


Note—*References to the bibliography at the end of the paper are indicated 
by a superscript number, thus ?. 
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It has been stated that 1,500 men can now throw as much metal on a 
targent in a given time as 20,000 men could do during the last war. How- 
ever, they require 2 million dollars’ worth more equipment, including 
equipment needed to keep in touch with headquarters.” 

Cost of Power. 

The capacity of an electric power generating station may be expressed 
in kilowatts or horsepower. One horsepower is equivalent to .746 kw. 

Electrical energy sent out by the station is metered in kilowatt hours. 
This is a measure of the quantity of energy. 

The cost of generating power is vital in any breakdown of cost in 
which the expense for power is a significant fraction of the total cost of 
the commodity. The effect of the annual load factor on the cost of generat- 
ing power is not always well understood and there is often a lack of uni- 
formity of practice in regard to fixed charges. 

Before starting construction of a readily built station, over 150 studies 
on important subjects were made on the basis of pure economics in order 
to assure the designers that they were not being blinded by prejudice in 
making their decisions. 

2. Hydro-Electric Power. 

The capital for hydraulic generating stations (including equipment) in 
Canada as of 1938 is given® as $122 per horsepower. This is equal to 
$164 per kilowatt. The corresponding average for primary (net send-out) 
is $126 per horsepower and $168 per kw. By provinces, the averages range 
from $246 to $124. 

The cost of generating hydraulic power includes items for fixed charges, 
labour and maintenance. Fixed charges for generating are made up of 
depreciation, interest, water rentals, storage easements, taxes and insurance. 

Fixed charges are the dominating factor in the annual expense. Labour 
and maintenance may range from 10 to 30 per cent. of the annual total. 

A recent survey of the National Resources Committee*, a Govern- 
mental agency, contains some interesting information regarding the cost of 
generating electric power by water in the United States. In effect, it points 
out that under average conditions, hydro electric plants, costing $250 per 
kw. will deliver current at the power house bus bars for 6.3 mils per kwh. 
These figures include fixed charges and operating expenses. The output of 
an hydro-electric station is dependent upon river flow, water storage, and 
geographical conditions. The unit cost for energy at the load centre is 
effected by the length of the transmission line with its attendant expenses 
and losses. 

The load duration curve’? of Slide No. 1 provides a convenient means 
for representing the load conditions. The ordinate represents the load in 
thousands of kw. plotted on a base representing thousands of hours. Thus, 
if the peak load of 200,000 kw. were to continue for the whole 8,760 hours 
of the year, a total of 1,752,000,000 kwh. would be delivered. However, 
the actual energy delivered is represented in kwh. by the area under the 
curve, which is only about 34 per cent. of this larger amount. The load 
factor is thus 34 per cent. Such a curve may be drawn for a generating 
station by noting the peak or total load for each hour of the year and inte- 
grating the dail load curve as shown in Fig. 2. It will be observed that 
the fixed charges per unit (kwh.) of energy sent out by the station is 
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inversely proportional to the load factor. The item will be large when 
the load factor is low, and relatively small when the load factor is high. 
3. Steam-Electric Power. 

The cost of generating steam power includes items for fuel, mainten- 
ance, operating labour and fixed charges. The relation of fuel cost and 
fixed charges to total cost may be seen from an example for which the load 
duration curve is given in Slide No. 1. For the case under review, it is 
proposed to consider the cost of generating certain parts of the total load; 
(a) the top 25 per cent. of the load; (b) the bottom 75 per cent.; (c) full 
base load; (d) the upper 10 per cent. Plant costs may be taken at $100.00 
per kw. Coal, having a heating value of 13,500 Btu. per pound, costs $5.00 
per ton. Fourteen per cent. of the capital cost is provided to cover fixed 
charges. Station performance in Btu. per kwh. may be calculated for any 
load factor®. The result is shown in graphical form in Slide? No. 2. This 
graph also shows the performance of certain stations of fifty thousand kw. 
capacity and under in Canada and three other countries. The fuel cost may 
be determined from these data. The peaks (d and a) are considered as on 
demand for two and three months of the year respectively. Labour and 
maintenance are functions of the total fuel consumed. The unit cost of 
energy for each station’? is shown in Slide No. 3, Table 2, and in graphical 
form’ in Slide No. 4, Figure 3. 

SLIDE No. 4 

It will be seen that at low load factors the burden of expense rests 
with the fixed charges. 

A steam station cost survey® gives a representative cross section of cost 
and performance for the newer steam stations in the United States. The 
stations range in size from 15,000 kw. to 200,000 kw. Investment costs of 
the stations range from $82.80 to $145.00 per kw. of installed capacity, 
with an average of $114.00. The investment to deliver power to out-going 
lines is assumed to cover the station and the out-door sub-station also, and 
on this basis unit investment ranges from $86.00 to $151.50, with an average 
of $120.00. Fuel costs on the basis of cents per million Btu. range from 
8.85 to 17.45 with an average of 14 for all types of fuels used. Incident- 
ally, coal prices in Canada at principal points from and including Halifax 
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to Winnipeg range from 17 to 24, with an average of 21.2. 

In summary, the total cost of power in these representative stations in 
1934 ranged from 4.17 mils to 14.35 mils per kwh., with an average of 8.2 
mils. The fixed charges in mils per kwh. ranged from 2.47 to 10.72, with 
an average of 4.9. The production cost in mils per kwh. ranges from 1.7 
to 8.1, with an average of 3.3. Thus, about 60 per cent. of the total cost of 
power is in the fixed charges and 40 per cent. in the production charges. 
Fuel alone represents an average of 66 per cent. of the production charges 
but only 27 per cent. of the average total power cost. 

Thus, the average power cost per kwh. is made up of 2.2 mils for fuel, 
1.1 mils for wages, maintenance, and supplies, and 4.9 mils for fixed charges. 

A study of the data, however, shows the wide variation in these costs 
as affected chiefly by load factor and the hours of use of the equipment. 
Size of station or unit, however, shows very little correlation with the cost 
and the price of fuel holds remarkably well within a small range. 
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Fig. 1—Thermal Performance of Central Stations in Canada, 
Great Britain, South Africa and the United States of America. 
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Fig. 2—Load Duration Curve. 
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Fig. 4—Monthly Mean, Maximum and Minimum Flow of the 
North Saskatchewan River at Edmonton for the Years 1911-12 




















COST PROBLEMS RELATING TO POWER 


New developments in the art afford opportunity for improvement in 
the economic performance of new stations to be built and of older stations 
which may be extended and improved from time to time. As an example 
of such improvement, a station in the middle Western United States shows 
a consistent betterment in thermal performance from 21,000 Btu. per net 
kwh. in 1921 to 13,000 in 1932. A new station for the same system placed 
in service in 1935, showed an early performance of 11,166 Btu. per kwh. 
and has since reached a performance of 10,835 Btu. per kwh. for the year. 

This stands as a record performance for steam stations throughout the 
world and is comparable to the performance of mercury vapour plants of 
which two, having a capacity of 20,000 kw. and one having a capacity of 
10,000 kw. are in existence. 

4. Load Factor. 

Establishments operating on a twenty-four hour basis are characterized 
by high load factors and relatively moderate increments of peak demand. 
These conditions tend to reduce unit costs of energy. Thus, a 10,000 kw. 
plant operating at an annual load factor of 40 per cent. and a unit cost of 
5.556 mils per kwh. will, when operating at an annual load factor of 60 
per cent. and the same peak, have a unit cost of 4.151 mils per kwh. In 
this case, the additional energy (17,470,000 kwh.) costs $23,071.00 or 1.32 
mils per kwh. The largest item of expense is for fixed charges on the 
capital investment in the plant which with a relatively high annual load 
factor is spread over the larger number of units of energy produced. 

The improvement in unit cost, due to increased load factor, is even 
more striking in the case of an hydraulic plant, since the fixed charges con- 
stitute a larger fraction of the total cost per kwh. than is the case with the 
thermal (steam) plant cited above. 

From the foregoing, it will be seen that a power generating plant is 
analogous to a manufacturing establishment in which capacity to produce a 
certain number of units in a given time is represented by the power as de- 
fined and the output is represented by the number of units of the com- 
modity, in this case, kwh. As the quantity of revenue-producing kwh. is 
increased, substantial returns are indicated and the overhead is not greatly 
increased. A power plant must usually provide service throughout the 
twenty-four hours of the day and for 8,760 hours in the year. 


5. Hydro and Steam Complementary. 

In many regions the hydro electric plant may be considered as comple- 
mentary to the steam plant for the most economical power generation. 
Hydro plants are practical where good water sites are available, not too far 
from load centres, with well sustained continuous water flow, or with water 
storage which can be developed at low cost. But, present low costs of 
steam plants necessitate discrimination in developing water power sites.* 

While the steam plant is expected to be in readiness to produce up to 
its full capacity at all times, and additional fuel is required to do this, the 
output of an hydraulic plant may be limited by the amount of water avail- 
able. Availability of water may depend upon geographical conditions, 
storage provided and other factors. 

Slide No. 5. 
FIGURE No. 4 
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Slide No. 5 shows the monthly mean, maximum and minimum flow of 
one of our Northern rivers’ for the years 1911-1912 to 1934-1935. The 
ratio of output to maximum capacity in Canada for 1938 was 47 per cent.; 
for Quebec, 49.8 per cent.,and for Ontario, 47.1 per cent. The correspond- 
ing values for kwh. per kva. of installed capacity are 4046, 4309, and 4094. 


6. A Comparison. 

When an hydraulic development operating as an isolated unit without 
storage must be rated on the basis of the load in kw. which it will continu- 
ously supply each day of the year and in any year, the actual investment 
cost in dollars per kw. of this continuous load may be many times the cost 
per kw. of installed capacity. Again, if the load factor is 50 per cent. and 
this represents the total output of which the plant is capable, the installed 
capacity in kw. will be double that of a steam plant, which can operate 
continuously. This approach to the problem has come to be known as the 
T.V.A. yardstick. 

When electric generating stations of various types are interconnected 
or are being considered for interconnection, the objective should be a mini- 
mum unit system cost for energy in cents per kwh. 
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HANDISET 
FORMS 


As shown in the sketches, Handiset 
Forms are  multi-copy business 
forms, with fresh, inexpensive car- 
bon paper already interleaved. Come 
in unit sets with carbons and forms 
glued at stub. 

After typing or writing, the forms 
and carbons are snapped apart— 
carbons remain affixed to stub— 
forms loose. Copies which require 
additions or extensions may be left 
with carbons affixed—for subsequent 
typing or writing. Fingers neve 
touch carbons. Used for typed 
records in any typewriter, billing 
machine, accounting machine or 
tabulator—or for handwritten rec- 
ords, loose or in books. Eliminates 
all carbon stuffing, jiggling in align- 
ment and unshuffling. 
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A BIGGER JOB 


—and 


YOU'RE THE MAN 


Are you hunting a bigger job, or 
does the bigger job hunt you? Why 
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about our ‘‘experience training’’ in 
the business field you check, to- 
gether with details of our convenient 
payment plan. Make your start to- 
ward that bigger job to-day. 


Find yourself through LaSalle 


LaSalle Extension 
University 


CARTY BLDG. 


Yonge and Albert Streets 
TORONTO, ONT. 
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increasing plan for my advancement 
n the business field checked. Send 
also copy of ‘‘Ten Years’ Promotion 
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Cost and Industrial Accountants 
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ment, held by the Canadian Society of Cost Accountants 
and Industrial Engineers. The Shaw course will prepare 
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Examinalions se 





Examinations of the 
Society will be held 
this year as follows: 


ACCOUNTING. Ist YEAR. 
TUESDAY, APRIL 22. 


FUNDAMENTALS OF COST ACCOUNTING. Ist YEAR. 
WEDNESDAY, APRIL 23. 


INDUSTRIAL MANAGEMENT. 2nd YEAR. 
THURSDAY, APRIL 24. 


ADVANCED COST ACCOUNTING. 2nd YEAR. 
FRIDAY, APRIL 25. 


ALL EXAMINATIONS WILL TAKE PLACE FROM 
6.00 TO 10.00 P.M. 


Examinations Will Be Held in Any Centre Where a 
Sufficient Number of Candidates Apply. 


Application Must be Made on the Prescribed Form and 
Which Is Obtainable from the Secretary 
600 MACKAY BUILDING 
66 KING STREET EAST 
HAMILTON, ONTARIO 


Candidates Are Urged to Make Application for Examin- 
ation Immediately in Order That Arrangements Can be 
Made for Such Examinations in the Various Centres. 

















COSTS IN THE PACKING HOUSE 


Costs in the Packing House 


By P. C. KELLY 


Canada Packers Ltd., Montreal, Before The Canadian Society of Cost 
Accountants and Industrial Engineers, Montreal Chapter, 


February 7th, 1941 
Gentlemen: 

While the subject of this paper is Costs in the Packing House, I should 
explain that any comments which I make are confined to the Company with 
which I am employed and do not necessarily mean that the system is a 
universal one. 

The business is divided into many departments, coming under three 
main headings: 

1. General Accounting. 

2. Trading. 

3. Selling. 

I shall deal briefly with General Accounting. Under this heading we 
have such departments as the Order, Invoicing, Sales Analysis, Purchase 
Analysis, Accounts Payable, Accounts Receivable, Traffic, Live Stock Ac- 
counting, Stenographers and Switch Board. Each has its own manager, who 
in turn is responsible to the Office Manager and associated with the latter 
is the Office Accountant, who looks after such items as the General Ledger, 
Balance Sheet, Insurance, and other general items. 

The Trading Departments are made up of: 

1. Beef, Beef Cuts, Sheep and Lambs, Calves, By-Products (this 
latter heading includes such items as Fancy Meats, that is Livers, 
Hearts, Brains, Kidneys, etc.), Hides, Skins, Bones, Casings. 

2. Provisions, including Hogs, Lard, Pork Cuts, such as Shoulders, 
Loins, Bacon, Picnics, Wiltshires, Cooked Meats, etc. 

3. Produce, including Butter, Eggs, Cheese and Poultry. 

4. Shortening and Oil. 

5. Soap. 

6. Canned Goods. 

7. Fish. 

All of these departments are responsible for the buying of the products 
essential for their operation, the supervision of processing and delivery to 
the selling units. 

The heads of these Trading Departments are responsible to the Gen- 
eral Manager of the plant. 

Selling. 

The Selling unit consists of City and Country Salesmen under one 
General Sales Manager. The function of the sales is obviously restricted to 
the sale of our products. 

This general outline will, I hope, assist you in following our system of 
costing and the eventual profit and loss. Let us deal first of all with Beef. 

It is interesting to note that of all Cattle killed in Canada, about one- 
half are sold by farmers to local killers. Cattle slaughtered at packing 
houses are purchased on, 
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1. Centralized Stock Yards. 
2. Shipped by drovers direct to plants. 
3. Trucked direct from the country to packing houses. 

The selling at Stock Yards is done by commission firms, who must be 
licensed by the Government and must furnish a bond to guarantee that they 
can and will pay all shippers for their stock. The shipper is charged so 
much a car by the commission men and such commissions are deducted from 
remittances which are made to the shippers. 

When cattle are bought by our regular plant livestock buyers, they 
are kept separate according to lots and when these lots are slaughtered 
they are costed separately. The method of costing is the value of cattle at 
the time of purchase, less the estimated value of By-Products (that is, Hides, 
Fat, Fancy Meats, Tank House Products) plus expenses of the Beef Depart- 
ment, made up of plant operating expense, selling expense and overhead. 
Then we divide the net value by the weight of the dressed beef and arrive 
at a cost per pound. Dressed beef carcasses yield anywhere from 47 to 
55% of live weight, depending on the class of cattle. The better quality, 
of course, yield the best percentages. 

We then work out a graded cost, using arbitrary differentials. We 
thus arrive at the cost for each grade of beef produced from each lot of 
cattle. All the different lots are then summarized on a sheet and we arrive 
at an average cost for each individual grade. From these costs we arrive at 
our selling prices. Generally speaking, what applies in beef costing also 
applies to sheep and lambs and calves. 

The Beef Department, as all other Trading and Selling Departments, 
has its own profit and loss figures, which are later incorporated into the P. 
and L. for the whole plant. I shall now give you an outline of these 
Departmental P. and L’s 

Each account in each department is assessed a fixed charge. This is 
each department's share of the total fixed and is based on the space occupied 
also on ability to pay. Naturally, some departments, such as beef and 
provisions, can afford to pay more with their large operations than a 
smaller department, such as fish, soap or canned goods. 

There is a further assessment against each department to cover office 
costs, superintendent's wages, plant’s janitors, elevator operators and the 
like. Then each Trading Department absorbs its own direct expenses for 
steam, refrigeration, power, workmen's compensation insurance, interest on 
inventory, insurance and inventory, wages and salaries of departmental 
staff, both in the office and plant, packages, materials, etc. 

The difference between the total of all these expense headings and the 
sales value of all sales for the week is the profit and loss. 

In large departments, such as the beef, it is necessary to break down 
the operations in order to obtain a more comprehensive picture of the oper- 
ations. For example we have beef cuts, fancy meats, etc., which are sep- 
arate accounts and yet are all part of the Beef Department. 

The debit for merchandise in these accounts is arranged through a 
system of transfers from one account to the other. 

These subsidiary accounts are also assessed their share of the Beef De- 
partment’s fixed charge and general assessment and, of course, stand their 
own share of the actual day to day out of pocket expense. 
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Our business is operated on 13 periods of four weeks each and a 
weekly profit and loss is obtained in each account. There are approximately 
{2 of these. 

A weekly inventory is taken of each product every Thursday morning 
and the various debits and credits belonging to each account are supplied 
to the Trading Department from such departments as the Sales Analysis, 
who analyze all the sales figures; the Timekeeper, who makes a breakdown 


mn the payroll; the Repair Department, which furnishes an account of the 


repairs for the week, etc., etc. The net results of all these calculations gives 
us our profit and loss in dollars for the week and also shows the shrink or 
overage on the product manufactured and sold during the week. 

Each department then turns in its individual results to a clerk who 
summarizes the results for all departments and, in this manner, we have, 
by 2.30 on Thursday afternoon, the record of performance of each account 
and the total performance for the plant. 

These figures are then forwarded to Toronto by wire where they are 
incorporated with similar figures from our other plants and branches and 
the chief executive knows by 4 p.m. the performance of the organization 
from coast to coast for the previous six days. 

7 Plants in Canada, 20 Branches. 

It is also a part of our regular procedure to forecost in each depart- 
ment the volume and P. and L. of each department for the following week. 

The Provision Department is one of our key operators, particularly at 
the present time, when so much pork is being sent to England. You might 
be interested in having some general information regarding the hog situ- 
ation. 

Canadian hog slaughterings during the year 1940 showed an increase 
of 44.6%. The prospects for 1941 are that slaughterings will be slightly 
lower, although, at the present time, Canada is averaging approximately 
130,000 pigs weekly, which is 30% over the same time last year. 

Owing to the less favourable ratio between hog prices and feed, there 
is a tendency for farmers to breed fewer sows. 

The 1941 contract for bacon between the British Ministry of Food and 
the Canadian Government calls for approximately 8,000,000 pounds per 
week, or roughly 68,000 hogs. Canada consumes about 50,000 hogs weekly. 
There is, at present, a large quantity of pork in storage, so that actually 
to-day there is a surplus of pork, a quantity of which, no doubt, will be 
held over to take care of the period late this summer, when hog deliveries 
will be light. 75% of the bacon shipped to England is in the form of 
Wiltshire sides, weighing from 50 to 65 pounds. These Wiltshires are 
packed in bales of four sides each. Hams, backs and forends are packed in 
boxes weighing about 585 pounds. 

To turn now to the day to day local handling of hogs in the Packing 
House. 

Hogs are purchased in the Province of Quebec by various methods— 

Fed and watered basis. 
Dressed weight basis. 
Off truck weight basis. 
Off car weight basis. 
F.O.B. weight basis. 
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The fed and watered basis is still the recognized official market in 
Quebec although it is the only point in Canada where it is recognized as 
such. The only reason that it still exists is because a larger portion of the 
hogs marketed pass through the Livestock Exchange and commission agents 
than at any other point. 

Fed and watered selling is on the live weight basis and allows drovers 
or agents to feed and water hogs just before passing over the official weight 
scale. By doing this they pick up considerable weight which, of course, is 
taken into consideration by the purchaser when making his price for the 
hogs. 

It is on this basis of selling that the other methods are based as to the 
price which is determined, and the basis is entirely controlled by the yield 
or weight of pork obtained from the live weight of the hogs. 

In other parts of Canada there has developed only one basis for selling 
or buying hogs, namely the dressed weight basis. 

On this basis hogs are paid for on the hot dressed weight which is 
obtained after the hogs have been slaughtered and dressed. The hot dressed 
weight includes the head, tongue and gullet as well as the hot weight of 
the carcass. Hogs when dressed will shrink from hot to chilled weight 
from 3 to 314%. 

This method is recognized by the Government, packers and many 
farmers to be the fairest and best method for selling and buying hogs be- 
cause it gives back to the seller a price for every pound of pork he produces 
and it also eliminates the practice of selling grain and water as pork. So 
far I have dealt with the methods of arriving at a basic price for hogs. 


Hogs are now sold and bought on grade. In 1939, the Federal Gov- 
ernment made this compulsory. The chief reason for doing so was to im- 
prove the quality of hogs in order to meet the demand of the British market. 
In making the grading of hogs compulsory they also made it necessary to 
grade the hogs on the rail after they were slaughtered in order to better 
determine the degree of finish on the hog and they further stated that it 
would be necessary to sell the grades with a differential in price. 

They determined three principal grades—A, B and C. The second 
and third of which were broken up into three classes according to weight 
and finish. The B-1 grade was set as the basic hog with premiums paid for 
A’s and discounts taken on grades lower than B-1’s. You will see by this 
that the grade of hogs has its part in the value or cost of the hog. 

It also has its effect in setting the basic price. If there were no dif- 
ferential on the different grades the basic price would be lower and the 
producer with good hogs would get equal to the man with poor hogs. The 
quality would be lowered and the value of hogs lower. 

The cost of hogs on the hot dressed basis is quite simple. The hogs 
after they are weighed over on automatic scale controlled by the Govern- 
ment, are graded. The hot weight is extended by the basic price and the 
premiums and discounts are taken into consideration and an average cost 
for the kill is then determined. 

The packer now has the carcass hog at a “Paid for’’ value to which he 
must add certain cost for processing. The first step in processing includes 
only the cost of buying and killing. After the hogs are chilled they must 
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be cut into portions determined by market demands. So the cost of buying, 
killing and cutting is added to the initial cost of the hogs. 

From the initial cost plus expenses involved is deducted the value of 
killing offal, such as casings, plucks, kidneys, leaf lard or any portion of 
the saleable hog which does not follow the carcass to the cutting room. 

The hogs are now cut into portions determined daily as the best cuts 
of the highest value for the prevailing market, but they are not all of the 
same value and so they must be costed to the various sales outlets on a 
relative basis to the market value. 

By determining the relative market values on all the cuts and portions 
obtained we arrive at the differentials in price on these items. The value 
of these differentials compiled on the cold weight of the portions is then 


rrived at and d 


i educted from the net cost of the whole carcass. 
The total weight of the portions is then divided into the remaining 
basic cost for all portions. To this basic price is 


the individual differentials and you arrive at the cost for each 


sum which gives you a 


then added 
portion which takes care of the initial cost of the hogs plus expense up to 
the cutting room. 

Further costs are added to the cuts according to the processing necessary 


nd taking into consideration gains in cure or shrinks in processing as 


The Produce, Fish, Canned Goods, Shortening Departments, etc., are 
guided by the same principles in arriving at their profit and loss. 
So far I have dealt with the profit and loss that is arrived at weekly 
he Trading Departments and the total of these figures tells us what the 


company has made or lost for the week, up to the time that the goods are 





to the Selling Department because our system in effect pro- 





> sale of products by the Trading Department to the Selling. 
The sales manager is directly responsible for the results turned in by 
of the salesmen under his control. 
He allocates certain sections of the city and country to each salesman 
ind the salesman is responsible for soliciting business from all the stores 
the district for which he is allotted. 
The salesman has a price list in which the selling prices of each pro- 


duct are listed and each price column is headed with a code letter which 








licates the amount of gross margin he will be given if he sells at the 
price on his list. 


You will see, therefore, that the prices in the salesmen’s lists are 





at by taking the departmental costs plus the expenses incurred by 
the Sales Department. 

The salesman, of course, has the privilege of “trading” as he sees fit 
and if he decides to sell below list, his margin is accordingly reduced. 

A natural question might be asked, Would this not lead to uncon- 
trolled selling prices? The answer is “No”, because at the end of each 
fiscal week, each salesman’s volume is recapped product by product and the 
margin he has earned is shown beside each product (I should mention again 
that this is gross margin). The individual salesman must, of course, share 
his portion of the general selling expense and his weekly statement is 
charged with his salary, travelling expenses, car allowance, car depreciation, 
transportation charges, interest on accounts receivable plus any bad debts 
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that he may incur. The difference between his gross margin and his total 
expense is his profit and loss for the week. 

To date figures are also recorded. 

Each salesman is given a separate statement of his week’s performance 
and the sales manager is, therefore, closely in touch at all times with the 
performance of each man on each territory throughout the country. 

The salesmen are, in effect, in business on their own and whether they 
make good or fail depends on their own efforts. 

There is a definite incentive for a salesman to keep making successive 
efforts towards increased volume and better profit because, at the close of 
the fiscal year, he shares in a portion of the company’s profit. 

Frequently the salesmen earn in addition to their regular salary, an 
amount of four, five or six hundred dollars, and many of the salesmen 
obtain between $150.00 and $200.00. 

It would probably be helpful to explain that as sales are made by our 
salesmen, the weight and the gross value are posted on each salesman’s 
analysis sheet by the Sales Analysis clerks and, in addition to the volume 
figures being available for the salesman’s profit and loss statement each 
week, the total weight and total values of all salesmen’s figures are used by 
the various Trading Departments in building up their own profit and loss 
statements. 

Since the Trading Departments are credited with the gross value of 
the sales, they are of necessity debited with the margin that is earned by 
the salesmen. The effect of this is to reduce the sales value figure credited 
to the Trading Department to the value that the products had at the time 
the Trading Department turned them over to the Selling. 
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HARVEY W. SPRY 


After eight years as Assistant Secretary of the Atlas Steel Com- 
pany Limited at Welland and many years of experience in various 
executive positions in different industries, Harvey, immediate past 


chairman of the Niagara Chapter and member of the Ontario Coun- 





cil of our Society as well as a former Vice-President of the Buffalo 


Chapter, National Association of Cost Accountants. has resigned 


his position to open an office at 517 Bloor Building, Bloor and Bay 
; 


Streets, Toronto, where the will conduct a Cost and Industrial Con- 


+ +} + 


to the industries of Ontario. 





Iting Service 


Harvey is extremely well qualified for such work and we wish 
him all the best of good fortune in his new venture. 

At the conclusion of the present fiscal year his membership 
will be transferred to the Toronto Chapter which gains an out- 


standing figure. 
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HAROLD P, WRIGHT 
Chairman of the Ontario Council of the Society. 


On March Sth the Private Bill sponsored by the Ontario 
Council for power to grant the right to use the letters “R.I.A.” 
and the designation “Registered Industrial and Cost Accountant,” 
to qualified members, passed the Private Bills Committee of the 


Ontario Legislature. 
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